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President Vicente Fox's administration has reached an agreement with several business chambers
to subsidize natural- gas prices for the private sector, but at a reduced guaranteed price. The
agreement was originally signed in January 2001 to stabilize the cost of natural gas for the business
sector, which at that time was quoted as high as US$9 per million British Thermal Units (BTUs).
Under the original accord, the state-run oil company PEMEX agreed to cover the difference if
natural-gas prices increased above US$4 per million BTUs, but companies would continue to pay
that price even if international prices dropped below the US$4 level (see SourceMex 2001-01-17).
Prices have dropped sharply since then to about US$1.83 per million BTU in September 2001 and
US$1.90 at the end of January 2002, prompting the Fox administration to seek a revision to the
agreement.
The revision negotiated with representatives from the Camara Nacional de la Industria de
Transformacion (CANACINTRA), the Confederacion de Camaras Industriales (CONCAMIN), and
other business organizations, commits the Fox government to reduce the guaranteed price to US$3
per million BTU from the previous US$4 level. The new price is effective through December of this
year.
Raul Picard, who recently completed his term as president of CANACINTRA, said the business
sector was grateful for the administration's attempt to reduce the cost of natural gas for business
and industry, but he said the plan should have gone further. "Companies from the US and other
countries pay less than US$2 per million BTU," said Picard.
CONCAMIN president Javier Prieto de la Fuente, raised the possibility of seeking legal remedies
to reduce the prices further. "The industrial sector is often criticized for seeking gifts from the
government," said Prieto. "What we really want is equitable circumstances to allow us to compete."
Picard said the administration and the business representatives agreed to begin discussing a
natural-gas price for 2003 during meetings in March and April.

Prices increase for liquefied petroleum gas
While the administration was lowering the cost of natural-gas for the business sector, the Fox
government increased the ceiling on the cost of liquefied petroleum gas (LPG) for this year. LPG
is still used by a vast majority of residential customers in Mexico, although some communities are
slowly moving to natural gas. The administration imposed the ceiling on LPG last year because of
rising energy prices (see SourceMex, 2001-03-14). The Secretaria de Economia (SE) set the ceiling
for LPG this year in a range of 4.24 pesos (US$0.46) to 5.96 pesos (US$0.65) per kilogram, which is
between 24 centavos (US$0.026) and 52 centavos (US$0.057) above the ceiling set for last year.
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The administration's move to impose a control on prices is opposed by the industry. A large
percentage of the 400 companies licensed to distribute LPG in Mexico say the ceiling on prices has
cut into their profit margins. "This has forced many firms to reduce investment levels," said Enrique
Arizmendi, president de la Asociacion Mexicana de Distribuidores de Gas Licuado de Petroleo y
Empresas Conexas.
The lack of investment, say the LPG producers, has limited domestic production and forced Mexico
to import one third of domestic LPG needs. Recent statistics released by the Secretaria de Energia
(SENER) confirm this trend. LPG production in Mexico declined to 229,000 barrels per day in 2000
from 248,000 bpd in 1995. During the same period, imports grew to 125,000 bpd from 37,000 bpd.
Sources at SENER said the federal government is attempting to boost domestic capacity through
promotion of new projects. In the next two months, SENER plans to seek bids for construction of
LPG pipelines and terminals in several states at a cost of 5.735 billion pesos (US$63 million), SENER
spokespersons said. [Note: Peso-dollar conversions in this article are based on the Interbank rate
in effect on March 6, reported at 9.08 pesos per US$1.00] Sources: Notimex, 12/28/01; La Cronica de
Hoy, 12/12/01, 02/22/02; El Financiero, 02/22/02; Milenio Diario, 12/12/01, 02/21/02, 02/22/02, 02/26/02;
El Universal, 01/28/02, 02/21/02, 02/22/02, 02/26/02; Novedades, 12/18/01, 03/01/02; Reforma,
02/21/02, 02/22/02, 02/26/02, 03/01/02; La Jornada, 02/26/02, 03/01/02; Unomasuno, 03/01/02)
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